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Chigxafs economic aid and military transfer programs in the Third World

have chahged dramatically over thie past five years. In 1979 Beijing
decided to:emphasize military salés to earn hard currency and to reduce
economic aidto.conserveresonrces for its economic development. Since
then; Beijing. hias¢miphisized-conimercial payoffs in almost all of its
dealings with developinng countries by:

* Increasing its arms sales almostlo times over those of the previous four
years. Since 1979 China has sigred agreements to sell $6.2 billion of
wedpons, 95 percent of them to-Egypt, Libya, Iran, Iraq, and Pakistan.

The new policy represents a rdical departure for Beijing in the Third
World. Earlicr, China had-provided both economic and military aid on
generous terms to poor clients who often could not afford a more costly
Western presence. China never attempted to compete with other military
suppliers in the quantity or sophistication of weaponry. Military agree-
ments featured mostly small arms and, for some clients, old-model tanks
‘and aircraft. The ecoromic program highlighted showy projects, such as
the Tan-Zam Railway in Africa, and sports stadiums in a number of

ocuntries.- ‘

" It may be difficult for Beijing to maintain existing levels of military sales

~once the Iran-Iraq conflict is resolved. More aggressive Chinese arms sales
policies could have only marginal results because of increasing competition

. among suppliers and LDC demands for more modern military equipment. -

China could offset some of these factors by:

e Specializing in the export of basic military equipment, support facilities,

and spare parts and ammunition for Soviet-made equipment.
¢ Aggressively selling a few more advanced weapon systems, such as
- MIG-21 jet fighters and improved medium tanks.
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 Small Military Technical Presence. Unlike the cases
of the Soviet Union and the East European countries,
~ China’s expanding arms sales have not led to a larger
- increase in military technicians and advisers. Qaly
about 500 Chinsse military personnel were in LDCs
in 1983, about the same number as over the past

. decade. China generally has been reluctant tosend - B
-large numbers of military technicians to LDCs be- Basi:for New Pohcy. Bcumg s new awuswenm m .' o
‘cause they fear involvement in conflict. China, on " the international arms market underscores China’s -, .
occasion, has even denied requests to augment its intent to pursue a competitive commercial arms ex-
ponpohcythatemphasmhardcumncyearmngs N
rather than politics as the basic criterion for conclud- " -+ ™
ing agreements. Beijing has made administrative = -
to facilitate such sales.

Additionally, the unsophisticat-
tary equipment climinates the need for




Military Transfers

Ckinﬁ's military program historically has run a .
. distint :eco%! to economic ald as a means of influ-
g LDG-governments. Hamperedby deficiencies

] inits own'military establishment an:igé'om;ﬁltteﬂb‘ .

- awiding military entdnglgments with;LDOR Béijing

ré&sponded reluctantly toirequests frdm LI dlients.

b Ghing madé occasional ermskranygrsfodird .

K~ World couhtriesfin the fate ]950s a?zd_a"eafléf z 90{_0.'{;

| - Burtdid not provide arths as a reqllar febture of =/
:ds,éstéhé:cuntil 1965 T

China’s small military program never competed seri-'
‘ously with the USSR or Western suppliers, except in
Pakistan and Tanzania, before 1979. For the most
part, China provided small quantities of outmoded
gircraft, ground forces equipment, small arms, and
ammunition to ghe poorer less developed Third
" World nations. ' : '

Since jéspdecision 1o sell arms commercially, China -

\ haf jhcrénsed itghardicurrency salés sixfold, andghie) -

JSacus of the program l;as shiftedto the MiddleSEasts
Giveaways  hve virtually digapeared frém tHe pro-#
*zfam-,;'//“ s e T

T
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Figare 3. Chinese F-7 fighter
aircraft.

In addition to financial returns, Chinese arms sales
sometimes benefit China’s domestic weapons develop-
: . ment program by allowing access to forcign military
China dces still seek political gains. Beijing is provid-  technology.

-ing grant aid for dissident groups that have little
prospect of buying equipment elsewhere.

China also has remained somewhat flexible in its

dealings with old customers and has exempted some
of its long-time African clients from its cash-and-
carry terms.

ﬁ
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Eeonomic Relaﬂons. Denloping Commvdal
Potentixl :

Entering tlce International Conuctixx Fi icld. As

- with the military program, China is cutting down on
giveaways. in its economic aid and is now emphasizing
commercial returns and hard currency carnings from
technical services. The economic program has evolved
" from a modest effort featuring liberal amounts of
grant aid to a major campaign to sell technical
services and equipment for profit. Beijing’s current
leadership is trying to push China into the world

as cheap labor—into the international marketplace.

- Inits aid _program, Chma is seeking to combine
enhanced hard currency ea.rmngs thh benefitsto ~
LDC economm..

IOn the eommcmal sidc, Chma is working on housmz_

" and a $375 million railway line in Nigeria. Last year,;
_ the Chinese have been named general contractor on -

.. $500 million in hard currency through its oonstructmn

_ml983. L

: ;NewAilHits Record Lows. Since 1980 China’s

. - post-Mao period. Only a few traditional recipients
economy by introducing its most salable items—such

in Kuwait, a number of construction projects in Iraq, .

Beijing signed a $1.6 billion railway construction
agreement with Libya and is negotiating a similar©
contract with Algeria. Even though they are newcom-

ers in the international commercial contracting field, -

several major projects in LDCs, where they select
subcontractors (gencrally Western or Japanese com-
panies) and arrange for local services. According to
Chinese news sources, since 1980 China has carned -

contracts, has an additional $1.2 billion of contracts in
hand, and expected to sign $1 billion in new eontracts

economic aid pledges have fallen dramatically ‘
a victim of China's cconomic retrenchment in the -

bave received significant new commitments to contui- ;
ue programs. Agreements in the 1980; compnse“lqs




Figare 4 -0 v .
- China’s Expanding Rehﬁons

S Economic agreonigmt
O Militery agresment .. .-~
o Military snd A}cdbnochl'c agreement
: ‘Commercial development contract’

CAR.~Central Atrican Republie 7 i -
P.0.R.Y.~-Peepie’'s Demaocratic Republic of Yemen -
A ~Yomen Arab Rep e ”




Economic Aid

China began its aid efforts in the Third World in
1956 with a few scattered economic commitments to
its East Asian neighbors. The program escalated
rapidly in the early 1960s, as China competed with
the Scviets for influence by extending assistance to
newly independent countries in Africa. Over the past

28 years, China has used its $6 billion aid program to

serve a number of political ends, including:

» Competing with the Soviets for leadership of the

Communist movement in the Third World.
» Gaining support for its membership in the United
Nations and other world organizations.
» Competing for leadership among Third World
countriex '
Rewarding Soviet clients that have made the break
with Moscow. '

" China's economic program historically has been more

important than military sales as an instrument of

influence in the LDCs. Untii 1980, China’s total

economic ald pledges outweighed military commis-

ments by 4 to 1. Several characteristics set China's

economic aid program apart from that of other

donors:

e More than half of its aid has been concentrated on
Africa, an area generally neglected by other donors.

e Project implementation is fast. About two-thirds of
China’s total commitment since 1956 has been
delivered.

o Aid has been focused on infrastructure, primary
industries, and agriculture—prominent dcﬂdencie:
in LDCs.

o Projects are easy to nperate and are import saving,
such as simple processing facillties for food and raw
materials, textile plants, and agriculture imple-
ments factories.

e Beijing provides adequate technical support and
finances local costs of projects through commod-
ities or cash transfers under credit or grant agree-
ments. '

China’s unwillingness—because of competing domes-
tic priorities—to provide economic aid as it had
before marks the demise of one of the most generous
and most popular aid programs in the Third World.
China has never had the resources nor the inclination
to become a major aid patron: its economic aid to the
Third World has accounted for less than 1 percent of
total aid to LDCs over the past two ard a halff
decades. Chinese afficials have always stressed that
self~help programs are the only wary that LDCs can
improve their economies and care for their growing
populations. Still, China is the most popular donor in
many countries, particularly in Africa, because it has
JSocused on LDC development objectives aften ignored
by other countries. China's assistance has been sim-
ple and relevant to LDC needs. Most of the ald was
interest free, repayable over 10 to 20 years after a 10-
year grace period.

than 15 percent of China’s total economic aid since
1955 and have followed a downtrend that began in the
mid-1970s. Chinese economic aid increased in 1983
over 1982; most was provided on somewhat harder
terms than before—shorter repayment periods, low
interest charges, and almost no grant aid. The terms
of Chinese assistance still are far more generous than

- those of most othcr Communist and some Western

donofs.




Third World countries in 1983 were serving under
;commcrcml contracts with the mt ﬁnanced thmugh

) Bcgmnmg in 1980 Chma moved rapxdly to’cxport, ‘

“same of its abundant labor on commercial terms and

: begantobxdonconstmcnonpro_]ectsmAraboﬂ .
““states. To handle its new sales in the Middle East and
: elsewhere, China opened offices in. Dubayy, Iraq .
?Jorﬂan,Kuwmt, andNorthchen China also * -

: mcrged its. Ministry of Fomgn Trade vmh jts Minis-.
i1y of Economic. Rclauons in mid-1982 to mtcgratc :
raid and tmde mtcrats more closely. Acoordmg to the
_f. Chmesc pras, somc 41 aompama are mvolved in

‘cause of the reasonabie salaries—from $2,000 per

mcnthforpro:ectmanagersdownmsm:zmonthf'r

 “laborers: Thesc charges compare with as much as
_.$8,000 a month for penonnel from other Commums
. : countries. The Chinese are also industrious and ‘able

-*“to endure difficult ‘working conditions that would not’

Teclmiul Services: A erd Currency Rmum
The provision of project personnel has become the” p

- mainstay of China's economic program in LDCsas

commitments of capxtal to aid projects dwindle. The
_aumber of Chincse employed in the Third World in -

1983 has doubled since 1980—mostly in Iraq, Jordazi,

and North Yemen. Beijing also is using a small -
technical presence to build relationships with such
_ Sovxct-oncnted Mamst stata as Angola and Mozam-

Techmml scmcm, whnch formcrly were provxded

by Beijing to almost all’ aid recipients, are now- bemg

- promoted to carn forcign exchange. About half of th
29 000 Chinese cconomlc techmcmns cmployed by

= be tolerawd by slu’lled workcts from other oountncs :

Chma_ still is prowdmz a mbstantxal aumber of
technicians to LDCs undcr axd ggrecmcnts. Most of
“the techmcmns ‘that Chma pmv:da freeare dehvcring

;bas1c services in pubhc health and cducation., We

“estimate that 1,200 doctors and at least’500 teachcrs
fromChmaworkedmtheThxrdWorld mamly-

Africa) in 1983.

traLnstér programs in the Third World will provide :
Bcumz wn.h a numbcr of opportnmtm to expand 1ts )




China’s “Four Principles” Encourage Prafitability

China’s new policy has received public endorsement

from the highest levels of government. Inarare

interview on China’s aid program with the Paris daily
Jeune Afrique in 1983, Vice Minister Gong Dafel
reiterated his country's interest in the Third World,
particularly Africa, but cautioned that the day of
large Chinese aid projects such as the Tan-Zam
Railway is over. According to Gong. “We are, there-
fore, obliged to reduce our foreign aid and modify the
nature of that aid. We now prefer to affer our African
Sriends modest development projects . .. which have
rapid returns.”

During a trip to Africa in January 1983, Premier
Zhao Ziyang further enunciated “four principles” for
aid to the Third World: : :

e “In carrying ous economic and technological coop-
eration with African countries, China abides by the
principles of unity and friendship, equality and
mutual besefit, respects their sovereignty, does not
interfere in their internal affairs, attaches no politi-
cal conditions and asks for no privileges '

affering technical services, training technical and
management personnel, engaging in scientific and
technological exchanges, undertaking construction -
projects, and entering into coaperative production
and joint ventures. With regard to the cooperative

- projects it undertakes, the Chinese side will see to

it that the signed contracts are observed, the
quality of work guaranteed, and stress laid on
friendship. The 2xperts and technical personnel
dispatched by the Chinese side do not ask for
special treatment.

The purpose of China'’s economic and technological
cooperation with African countries is to congribute
10 the enhancement of the self-reliant capabilities of
both sides and promote the growth of the respective
national economies by complementing and helpirg
each other.”

This new policy updates the eight principles of ald to
foreign countries formulated by Chairman Mao in
the early 1960s. It no langer formally precludes
China from prafiting from its foreign aid efforts.

Chiaa already has proposed joint ventures in geology
and light industry to Nigeria and Tanzania (its first

such aoffers in the Third World) and appears close to
agreement with Bangladesh on a joint fishing venture.

whatsoever.

e In China’s econobdc and technological cooperation

with African countries, efforts will be made to
achieve good economic results with less investment,
.. shorter construction cycles, and quicker returns.

e China’s economic and technological cooperation
with African countries takes a variety of forms

suited to the local specific.conditions, such as -

influence in the LDCs and to strengthen its domestic
economy. We expect Beijing will continue its opportu-
nistic approach to arms sales, moving in where a clicat
with a large Soviet inventory—as Irag—is denied
resupply in a crisis beceuse of political reasons

11
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